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New England Development Credit Corporations 





Each New England state now has a develop- 
ment credit corporation. Five corporations are 
in active operation. They help meet the needs 
of small and growing businesses for medium 
and long-term funds by channeling a portion 
of the resources of existing financial institu- 
tions into risky loans and investments. Nearly 
300 financial institutions have already become 
members and agreed to lend up to $15 million 
for use by development credit corporations. 
The corporations have also raised over $900,000 
of equity capital by sale of stock. 

This article describes the establishment and 
initial operations of the five active New England 
credit corporations. An article in a subsequent 
issue of the Monthly Review wil! discuss their 
lending and other activities. 











UNLIKE LEss industrialized regions, New England de- 
pends for its industrial prosperity largely upon growth 
from within by new and expanding businesses. Recent 
studies point to a deserving unsatisfied need for medium 
and long-term credit and equity capital among growing 
small concerns. The unfilled need exists in only a mi- 
nority of businesses, but these cases are frequent enough 
to make the problem important. 

Many factors contribute to the shortage of medium 
and long-term funds for many new and small businesses. 
High corporate taxes have made it very difficult’ or 
impossible for small but growing business firms to ac- 
cumulate capital rapidly enough from earnings to pro- 
vide funds for expansion. The present low and rigid 
depreciation allowances under the corporation income 
tax laws have intensified the problem. The progressive 
personal income tax has lessened the amounts indi- 
viduals have available for risk investments in small and 
growing businesses and has made risk-taking less profit- 
able for wealthy individuals. 

There is no shortage of savings in the aggregate. A 
larger proportion of savings, however, has come from 
the middle and lower income groups in recent years. 
These groups generally prefer safety despite the con- 
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sequent small return on;their capital. An increased pro- 
portion of personal savings has gone into life insurance 
companies, savings banks, savings and loan associa- 
tions, investment trusts, personal trusts, pension funds, 
and government bonds. The institutions receiving these 
savings, because of their fiduciary responsibilities and 
legal limitations, must confine their loans and invest- 
ments largely to well-seasoned, strong credit risks. They 
are not able individually to put large amounts into 
small or unproved firms. 

New England bankers and business leaders realized 
that a gap existed in our present financial system. They 
have chosen to take the initiative and establish a pro- 
gram within the framework of our existing private 
financial system instead of waiting for government 
action. They have pioneered in organizing development 
credit corporations as one way to help close this gap. 

Development credit corporations channel some of the 
resources of existing financial institutions into the risk 
area. They specialize in taking risks with new and grow- 
ing small businesses which conventional financial in- 
stitutions individually are not able to do. 

Most development credit corporations have three 
sources of funds — equity capital from stockholders, 
loans from member financial institutions, and loans 
from nonmember sources. 

Each development credit corporation has sold stock 
to provide a cushion against any losses which might be 
incurred and to provide funds with which to start opera- 
tions. Business firms and individuals have purchased 
the stock. They have done this mainly because of the 
indirect benefits they believe the corporations will pro- 
vide for themselves and for the general economy of the 
area. While profits are possible, the profit motive has 
not been the primary motivation. Development credit 
corporations have made it clear to prospective stock- 
holders that any profits in the early years will be used 
mainly to build up reserves against possible losses. 

The largest amounts of funds available to develop- 
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ment credit corporations have Gome from member 
financial institutions. No corporation has yet borrowed 
from nonmembers. When a bank, insurance company 
or other financial institution voluntarily becomes a 
member, it agrees to lend money to the development 
credit corporation when needed up to a fixed, small per- 
centage of its own capital and surplus or corresponding 
balance sheet items. As the credit corporations need 
funds they call for loans from each member in the same 
proportion that the maximum lending limit of each 
bears to the aggregate lending limit of all members. 

The ratio of funds available from members to the 
capital of development credit corporations at present 
varies from 8-to-1 in the Massachusetts Business De- 
velopment Corporation to about 12-to-1 in the New 
Hampshire Business Development Corporation. Be- 
cause members supply the major portion of the re- 
sources, they elect a majority or two-thirds of the di- 
rectors of each development credit corporation. Stock- 
holders elect the remaining directors. 

Development credit corporations limit their lending 
and investing activities to propositions which cannot 
be accepted by conventional financial institutions. They 
will not make any loan that a member organization 
will make itself. 


idvantages 


The cooperative nature of development credit cor- 
porations gives them some important advantages. They 
obtain most of their funds from sources which are re- 
ceiving a continually increasing proportion of savings. 
While the amounts raised from individual member in- 
stitutions are not large, and would not seriously affect 
the financial standing of any member if lost, the pooled 
funds become a sizable aggregate. The five develop- 
ment credit corporations now have available a total of 
nearly $15 million from 276 membership pledges, of 
which $2,463,000 has already been called. Because of 
their quasi-public nature, development credit corpora- 
tions secure this money at low interest rates, which 
enable them to lend at relatively low rates. They are 
also able to operate more economically than an ordi- 
nary financing agency. Their large number of members 
and directors act without compensation as new business 
developers and supply an experienced force of adminis- 
trative agents, thus reducing expenses. 

The expert managerial and financial advice available 
both to the development credit corporations and their 
borrowers should help keep losses at a minimum. The 
statewide scope of their activities also enables develop- 
ment credit corporations to diversify their risks widely, 
both by industries and geographically. 

Development credit’ corporations also have good 
public relations value for their member institutions. 
They serve as a board of appeals for risky propositions 
which banks and insurance companies are unable to 
accept. This should increase public understanding of 
the proper functions of conventional financial institu- 
tions and of the reasons why they cannot lend in certain 
types of situations. 

The existence of development credit corporations has 
stimulated many requests for financial assistance that 
member institutions have been willing and able to meet 
themselves. In other cases, development credit corpora- 
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tions have been able to assist small businesses by work- 
ing cooperatively with other investors. Many concerns 
which have obtained assurance of assistance from de- 
velopment credit corporations have found that other 
sources of funds are then also willing to supply part of 
the need. As businesses are enabled to grow and prosper 
by assistance from the development credit corporations, 
they may become eligible for conventional loans from 
established financial institutions. 

Finally, development credit corporations stimulate a 
good deal of local support and enthusiasm for industrial 
development activities. Action taken on the local level 
as a result of enthusiasm generated by development 
credit corporations has strengthened the economy of 
many communities. 


Formation 


All six new England states have now passed enabling 
legislation authorizing the establishment of develop- 
ment -credit corporations. Maine pioneered, passing 
the first enabling act in 1949. The New Hampshire 
legislature passed a similar act in 1951, and Rhode 
Island, Massachusetts, Connecticut and Vermont fol- 
lowed suit last year. 

Every state except Vermont now has a development 
credit corporation in active operation. A Vermont group 
is in the process of selling stock and obtaining member 
financial institutions. 

Sponsorship of development credit corporations has 
come from a number of different sources. For all five 
active corporations, bankers comprise about 30 per cent 
of the sponsoring individuals, closely followed by manu- 
facturers. Lawyers make up nine per cent of the total 
number of sponsors, merchants seven per cent, utility 
executives 3.5 per cent and insurance companies two 
per cent. A small number of stock brokers, industrial 
realtors, and farmers have also taken an active part in 
the formation of some development credit corporations. 

Sponsorship has varied from state to state. In Maine, 
bankers and utility executives were the first to recog- 
nize the need for this type of organization and to take 
active steps to form such a corporation. They were 
joined by manufacturers and an insurance company. 

Formation of the New Hampshire Business Develop- 
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ment Corporation resulted from studies of the need for 
a supplementary source of long-term credit by the Goy- 
ernor’s Industrial Advisory Committee and the New 
Hampshire Bankers’ Association. Manufacturers, bank- 
ers, lawyers, merchants, insurance men, farmers, and 
utility executives were active in stimulating the or- 
ganization of this corporation. 

Bankers, industrialists, lawyers and merchants took 
an active part in organizing the Massachusetts Busi- 
ness Development Corporation. Formation of the credit 
corporation was part of a general program to make it 
easier for outside manufacturers to locate in the Bay 
State, for new manufacturers to get started, and for 
existing industries to continue in business or expand 
their operations. 

A sub-committee of the Industrial Development 
Committee of the Providence Chamber of Commerce 
was instrumental in forming the Business Development 
Corporation of Rhode Island. The ten individuals in- 
volved represented all of the major classes of sponsors 
with the exception of public utilities. 

The Connecticut Light and Power Company did 
more to get a development credit corporation formed 
and into operation in Connecticut than any other group. 
The power company’s many contacts with businessmen 
impressed it with the need for such an organization. 
Manufacturers, bankers, brokers, lawyers and mer- 
chants joined the utility company executives in sponsor- 
ing the creation of a development credit corporation 
once the need for such an organization became apparent. 

Sponsors of each development credit corporation fol- 
lowed essentially the same organizational procedure. 
First, they held informal discussions of the need for 
such a privately owned and managed lending agency 
and delineated its purposes and objectives. Only after 
obtaining assurance of support from substantial groups 
of financial institutions with regard to becoming mem- 
bers, and from business firms and individuals who would 
become stockholders, did they ask the state legislature 
to pass a special act chartering the credit corporation. 

All New England development credit corporations 
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were chartered under special legislation rather than 
under the states’ general incorporation laws for a num- 
ber of reasons. The special charter specifically makes 
participation legal for state-chartered financial insti- 
tutions, public utilities and others. It may make stock 
of the corporation a“ legal investment” for certain types 
of fiduciaries who otherwise could not buy stock. This 
approach serves to educate the general public as to pur- 
poses of the corporation. It also obtains support of the 
legislative and executive branches of the government 
for the plan, and it has good public relations value. 

The charters of the various development credit cor- 
porations differ slightly in some details to meet local 
conditions and needs, but are generally quite similar. 
They are all patterned after the charter of the Develop- 
ment Credit Corporation of Maine, with certain modi- 
fications from state to state. There has been some tend- 
ency to give the more recently chartered corporations 
somewhat broader powers than the earlier organiza- 
tions. All of them, however, appear to have ample” 
power to develop new procedures to meet changing 
situations. 


( ‘apital Stock 


The authorized capital stock of development credit 
corporations ranges from $100,000 in New Hampshire 
to $4,000,000 in Massachusetts. The Development 
Credit Corporation of Maine originally had only $50,000 
of authorized stock, but subsequently increased this to 
$150,000 to meet the demand of persons wishing to 
become stockholders and to obtain a larger cushion of 
equity capital for expanded operations. 

Two corporations have no par value stock, two have a 
par value of $1 and one has a par value of $100. Some 
corporations have sold their stock at prices in excess 
of the par value in order to create a capital surplus. 

The paid-in capital of all five corporations on June 
15, 1954, totaled $901,670, ranging from $67,200 in 
Maine to $541,170 in Massachusetts. The five corpora- 
tions have 434 stockholders. None has a very large 
number of shareholders. The Rhode Island Corporation 
has only 17 stockholders. The number of shareholders 
in the other corporations varies from 53 in Connecticut 
to 165 in Massachusetts. No corporation has yet made 
a determined effort to sell stock to the general public. 
The advantages of selling stock in fairly sizable lots 
to a relatively small number of stockholders seem to 
outweigh whatever advantages may be gained through 
obtaining a broader base of support from the general 
public, at least in the initial stages. 

Although the number of stockholders in each credit 
corporation is quite small, they represent a wide variety 
of interests. Manufacturing firms, utilities, railroads, 
merchants, brokers, lawyers, contractors, newspapers, 
chambers of commerce, service concerns, trucking com- 
panies, and other types of businesses and individuals 
are included among the stockholders. The largest num- 
ber of stockholders are manufacturing firms and indi- 
viduals. Each of these stockholder groups accounts for 
about one-fourth of the total number of stockholders. 
Utilities comprise an additional 13 per cent, and mer- 
chants total about one-tenth of all stockholders. 


1Copies of the charters and by-laws of each of the New England development 
credit corporations are available from the Federal Reserve Bank of Boston. 
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POTENTIAL FUNDS AVAILABLE AND AMOUNTS 
PLEDGED BY FINANCIAL INSTITUTIONS 


June 15, 1954 
Mass. R. 1. N. H. Maine 


(amounts in thousands of dollars) 
Commercial Banks and ie emreie 





Conn. 





Potential Available! : fe $2,000 $1,303 $ 463 $ 778 

Pledged?2 . 5,481 1,214 1,247 430 549 
Savings Banks 

Potential Available 4,553 411 694 468 

Pledged 1,462 105 508 42 
Insurance Companies 

Potential Available 6,920 10,000 3,350 847 250 

Pledged 3,585 295 6 - 
All Other Institutions 

Potential Available 968 110 47 85 

Pledged 1 - 7 4 
Total —- All Eligible Institutions 

Potential Available. .$19,742 $12,000 $5,174 $2,051 $1,581 

Pledged 10,529 1,214 1577 951 595 

Called3 1,500 209 350 174 580 





1 Amounts that would be available if all eligible institutions became 
members 

2 Amounts available to development corporations from institutions that 
have become members 

3 Amounts development corporations have called from membership 
pledges 











Stock has been sold mainly by personal solicitation, 
carried out by the sponsors and directors of the de- 
velopment credit corporations. One corporation has held 
regional meetings to explain the purposes and activities 
of the corporation. The Connecticut Development 
Commission assisted in the sale of stock in the Connecti- 
cut Development Credit Corporation. In Rhode Island, 
brokers and dealers in securities solicited subscriptions 
and sold stock without compensation. 


Members 


If all eligible financial institutions in the five states 
should become members of development credit cor- 
porations, the corporations would have over $40 million 
available from this source for loans and investments. 
The financial institutions which have so far become 
members have pledged $14,866,100. Over 1,100 financial 
agencies are eligible for membership. Nearly one-fourth 
of these have already become members. 

The 192 commercial banks and trust companies 
which have agreed to lend funds to development credit 
corporations comprise almost 70 per cent of the present 
total number of members. Savings banks are the second 
largest group of members — 62 savings banks have al- 
ready joined. Fifteen insurance companies, four co- 
operative banks and three building and loan associa- 
tions complete the present membership. 

A larger proportion of commercial and savings banks 
than of other types of financial institutions have joined 
credit corporations. Almost 47 per cent of eligible com- 
mercial banks have already become members, compared 
with 23 per cent of savings banks, 9 per cent of insur- 
ance companies, 7 per cent of building and loan asso- 
ciations, and 2 per cent of eligible cooperative banks. 

The number of member financial institutions in the 
various development credit corporations ranges from 
11 in Rhode Island to 129 in Massachusetts. The pro- 
portion of potential members who have actually joined 
varies from 20 per cent in Massachusetts and Connecti- 
cut to 45 per cent in New Hampshire. 

Every development credit corporation has a larger 
number of commercial bank members than any other 
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type of financial institution. Moreover, commercial 
banks have been the quickest to become members in 
every state except New Hampshire. In that state, 64 
per cent of the eligible savings banks have taken out 
membership, compared with 62 per cent of the eligible 
commercial banks. In the other states, however, savings 
banks seem to have been relatively slow to grasp the 
need for development credit corporations. In Con- 
necticut, they are not even authorized to become mem- 
bers. Most other types of eligible financial institutions 
have also been slow to join, although a fairly substantial 
proportion of eligible insurance companies have taken 
out membership in Massachusetts and Rhode Island. 

Commercial banks have pledged three-fifths of the 
$14,866,100 available to the five development credit 
corporations from membership pledges. Insurance com- 
panies are presently committed for one-fourth of the 
total call privilege, and savings banks for 14 per cent. 

Larger commercial banks, savings banks, and in- 
surance companies have been quicker to see the need 
for development credit corporations than smaller ones. 
The 192 commercial banks that have already become 
members constitute less than half of all eligible com- 
mercial banks, but the dollar amounts they have pledged 
account for three-fourths of the money that would be 
available from this source if all joined. Over one-third 
of the potential amount which could be pledged by sav- 
ings banks has already been pledged and 18 per cent of 
the potential available from insurance companies is on 
call. In contrast, smaller cooperative banks and build- 
ing and loan associations have responded more readily 
than larger ones. 

Only in Massachusetts has over half of the potential 
dollar amount available from all possible members 
already been pledged. The proportion of potential 
amounts already pledged by different types of eligible 
institutions varies from state to state as shown in an 
accompanying table. 

Personal solicitation by directors, bankers and man- 
agers of credit corporations has been the most frequent 
method used in obtaining members. Discussion of the 
purposes and operations of credit corporations at meet- 
ings of interested individuals has also been used to se- 
cure members. One credit corporation has allowed non- 
members to attend directors’ meetings, believing that 
the opportunity to see the corporation in operation 
will aid in getting additional members. 

Most of the development credit corporations call 
funds from members only after loans have been ap- 
proved. So far, $2,463,000 has been called. Adding the 
$901,670 raised from the sale of stock to the amounts 
called from members, development credit corporations 
have already raised nearly $3,400,000 for advances to 
growing businesses. Because the funds are revolving 
ones, the total amount of loans is greater than this. As 
loans are repaid, development credit corporations will 
have additional amounts for loans and investments. 
Maine, for example, has already loaned $781,073 even 
though it has raised only $647,550, by calls on mem- 
bers and sales of capital stock. 

An article in a subsequent issue of the Monthly 
Review will discuss applications received, loans and 
investments of credit corporations, their operating pro- 
cedures, financial records, and accomplishments. 
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REVIEW OF THE SECOND QUARTER: 





The decline in general business activity ap- 
peared to come toa halt in New England during 
the second quarter. Activity leveled off in many 
lines and improved in some, but no strong up- 
swings occurred. Automobile and department 
store sales rose enough in the second quarter 
to cause sales for the first half to about equal 
last year’s performance in New England. Con- 
struction activity exceeded last year’s record. 
Sustained consumer and construction de- 
mands led to an upturn in orders for many 
manufacturers. Reduction of inventories con- 
tinued and production increased in some lines 
to meet demands. Business loans of New Eng- 
land Banks leveled off in May and expanded in | 
June. 

Employment in New England has been slow 
to reflect the improved tone of business. Re- 
ductions in most durable-goods industries and 
seasonal declines in some soft-goods plants 
caused manufacturing employment to con- 
tract further during the second quarter. Non- 
manufacturing employment advanced, how- 
ever, led by substantial gains in the construc- 
tion and service industries. Unemployment 
peaked in May. 














THE GENERAL BUSINESS ATMOSPHERE became more 
optimistic during the second quarter as New England 
manufacturers received an increased volume of new 
orders. Orders for nondurable goods increased season- 
ally as the quarter progressed and reached the volume 
attained during the second quarter of 1953. Some of the 
orders were probably placed in anticipation of summer 
vacation slowdowns. Manufacturers’ buying policies 
remained conservative. 

The eight-month downward trend of production 
ended in the second quarter. The Federal Reserve 
Board’s seasonally adjusted index of industrial produc- 
tion in the United States remained at the March level 
in April, increased slightly in May and remained steady 
in June. Manufacturers of nondurable goods expanded 
output in both April and May. Durable goods produc- 
tion also increased slightly in May. 

New England firms were prime contractors on non- 
secret defense contracts totaling an estimated $79 
million during the second quarter. This was considerably 
less than they received a year ago and in the first quar- 
ter. The transportation equipment industry continued 
to get the largest amount of contracts. The textile in- 
dustry received a negligible fraction, ordnance a de- 
creasing proportion, and electrical equipment a moder- 
ately increased part of the total. 

The reduction of manufacturers’ inventories which 
began last fall continued, but at a slower rate, according 
to the New England Purchasing Agents Association. 
There appeared to be a widespread tendency to reduce 
raw material inventories. Finished goods, however, 
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continued to build up. Inventory liquidation has led to 
reduced production in most lines, rather than to dis- 
posal of goods at distress prices. Many wholesalers and 
retailers seemed inclined to let their stocks fall below 
year-ago levels. 

Employment in New England continued to decline 
during the second quarter, but the rate of decline slack- 
ened. By May nonagricultural employment in the region 
was four per cent below last year’s level because of a 
reduction in manufacturing workrolls. Durable-goods 
producers experienced the sharpest contraction. Sub- 
stantial reductions in employment were reported in the 
second quarter by producers of fabricated metal prod- 
ucts, electrical and nonelectrical machinery, and trans- 
portation equipment. Employment declines experienced 
by producers of consumer goods during the second quar- 
ter were not unusually severe when seasonal influences 
are considered. Although textile employment showed 
the greatest drop from year-ago figures, part of the 
weakness can be attributed to seasonal influences. 

During the second quarter, nonmanufacturing em- 
ployment was higher than it was in the corresponding 
period of last year. Contract construction and service 
groups increased employment noticeably, while the 
other categories scored smaller gains. 

Although insured unemployment in New England 
was higher in May than in any month since June 1950, 
the trend turned downward after May 15. In the follow- 
ing six weeks, insured unemployment decreased as much 
as it had increased in the preceding 20 weeks. Initial 
claims for unemployment compensation during the 
quarter were one per cent below the level of the first 
quarter of the year but 16 per cent higher than in the 
second quarter of 1953. 

Average weekly earnings of manufacturing produc- 
tion workers in the three southern New England states 
increased slightly in May from the low for the year 
which was reached in April. But average earnings con- 
tinued to decline in the northern states. Second-quarter 
earnings in all states were below the average for the 
early months of 1954 and the comparable months of last 
year. The May increase in earnings was accompanied 
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by a lengthening in the average workweek in Connecti- 
cut and Massachusetts. In other states hours worked 
were unchanged or contracted further. They were gen- 
erally lower than during the first quarter of this year 
and the second quarter of 1953. Reductions in hours 
have been most evident in the durable-goods industries 
in recent months. 

Average hourly earnings continue high, and current 
wage negotiations will probably result in increases for 
some workers. In the New England textile industry, 
however, a number of firms in the woolen and worsted 
segment have negotiated cuts in wage rates and in 
fringe benefits. 

The savings habit continued to be very strong in 
New England during the second quarter. New Eng- 
landers bought more life insurance than they did in the 
second quarter of last year or the first quarter of 1954. 
Deposits at mutual savings banks grew at an annual 
rate of 7.3 per cent in May compared with 6.3 per cent 
a year ago. Sales of E and H Bonds rose slightly above 
the level for April and May last year. Redemptions 
were below those of a year ago for the second quarter. 

Department store sales in the second quarter con- 
tinued to indicate a relatively high level of consumer 
spending despite the somewhat lower level of employ- 
ment. Easter season sales exceeded those of a year ago 
by four per cent. Sales in the week before Mother's 
Day did not quite equal those of a year earlier, while 
sales in the week preceding Father’s Day registered a 
four per cent gain. Sales for the first half of 1954 about 
equaled those of the first six months of 1953. Sales of 
soft goods generally continued relatively better than 
those of durable goods. Price consciousness continued 
during the quarter. As a result, basement store sales for 
the January-May period were three per cent ahead of 
those for the same period a year ago, while main store 
sales were slightly behind. 

The shift from instalment buying to charge account 
purchasing noted earlier this year continued during the 
second quarter. Total department store accounts re- 
ceivable at the end of May were two per cent greater 
than twelve months ago. The ratios of collections to 
accounts outstanding for May showed little change from 
those for May 1953. 

Automobile sales appear to have held up well in 
New England. New passenger car registrations picked 
up in line with seasonal expectations during April and 
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May. They were nearly four per cent more numerous 
than a year ago. For; the first five months of this year, 
registrations equaled_those of the corresponding period 
of 1953. In the nation, cumulative registrations to the 
end of May were about six per cent behind a year ago. 
Consumers have not increased their debt to buy auto- 
mobiles and other goods. April and May witnessed sharp 
drops from year-ago levels in the amounts of new con- 
sumer credit extended by New England banks, small 
loan companies and credit unions. Extensions during 
the two-month period were about 11 per cent smaller in 
volume than they were a year earlier. Repayments dur- 
ing the period in New England were about five per cent 
greater than they were last year but were still smaller 
than extensions. The volume of consumer credit out- 
standing at these institutions at the end of May was 
about five per cent higher than a year ago and had risen 
slightly since the end of March. In the United States, 
the volume of consumer credit outstanding contracted 
during the first quarter but expanded in April and May. 
Business loans at weekly reporting member banks 
in the region declined during April, leveled off in May, 
and advanced in June to a level three per cent above the 
year-end figure. Part of the June increase was attribut- 
able to corporate tax borrowing. Trade firms made net 
repayments of debt during the quarter. Textile man- 
ufacturers and metal producers also made net repay- 
ments, reflecting declines in production in these in- 
dustries. Public utilities, sales finance companies, and 
construction firms increased their indebtedness. 
Reserve funds were readily available throughout 
the quarter. Reaffirming the System’s policy of “active 
ease,’ the 12 Reserve Banks reduced their discount rate 
from 1% per cent to 142 per cent during late April and 
early May. Beginning June 24, reserves required against 
demand and time desposits of member banks were 
reduced. This action will gradually release $1.5 billion 
of reserve funds in the nation, including about $60 mil- 
lion in New England, over the period until August 1. 
Contract awards reported by F. W. Dodge Corpora- 
tion indicate that New England’s construction pro- 
gram continued to boom during the second quarter of 
1954. April established an all-time single-month record. 
The almost $425 million value of construction contracts 
awarded during the three-month period was 44 per cent 
higher than the corresponding 1953 value. Awards 
for residential buildings were 32 per cent higher than 
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last year. Awards for manufacturing buildings were 
about the same as last year in April and May, but for 
June they zoomed 293 per cent ahead of a year ago, 
which caused the total for the quarter to be 79 per cent 
above last year. The total for all nonresidential con- 
struction was 42 per cent higher. The value of awards 
for public works and for utilities was nearly 80 per cent 
above that of the second quarter of 1953. 

Real estate markets in New England were active 
during the quarter. Leading savings banks in Boston 
reduced rates on conventional mortgages for the best 
credit risks from 4/2 per cent to 4 per cent. Elsewhere 
in the region conventional rates tended to remain firm 
at 4% to5 per cent. On local federally-aided mortgages, 
some lengthening of maturities and easing of down pay- 
ments occurred even though rates remained stable at 
12 per cent. 

The general stability which characterized the price 
picture during the first quarter of 1954 was broken in 
May as wholesale prices began a slight but noticeable 
decline. Lower average prices for farm products and 
processed foods were responsible for the decrease. Prices 
for most industrial materials remained unchanged. 

In contrast consumer prices rose slightly after de- 
clining steadily for three months. The increase resulted 
from advances in prices of food and housing. Fresh 
vegetable prices rose sharply during May as cold 
weather continued. Meat prices also rose. Other goods 
and services were substantially unchanged. 

The downward trend in New England’s gross farm 
income continued in the first half of 1954, registering a 
six per cent decline in the first four months compared 
with a year ago. Broiler prices were lower throughout 
most of the first six months of 1954. Market egg prices 
in Boston weakened in early April and have been well 
below comparable 1953 prices during the second quarter. 
Potatoes sold for less than half the average cost of pro- 
duction. Dairymen’s milk checks averaged about the 
same as a year earlier during the first quarter, but were 
somewhat smaller during the second quarter. 


{etivity Slows in Durable Goods Industries 

Activily in the nonelectrical machinery industry 
continued to decline during the second quarter. By 
mid-May, employment in the industry had fallen to 
173,900 from a March 1953 peak of 201,600. A further 
decline in workrolls occurred during June. The drop in 
employment does not fully measure the extent of re- 
duced activity, since the number of hours worked 
weekly has also been declining. 

Machine tool builders continued in a slump with re- 
ductions occurring in the number of hours worked as 
well as in number of workers. But two of the larger 
tool firms are building new plants. Foundries of textile 
machinery makers operated at only 40 to 50 per cent 
of capacity at the end of June. Several of the larger 
firms have recently installed “automatic” foundries 
that increase capacity 50 to 100 per cent. 

Electrical machinery manufacturers continued to 
trim work forces during the second quarter. Employ- 
ment in this industry reached its 1953 peak in April and, 
after partially recovering from a summer slump in 
September 1953, has been declining each month since. 
Employment in May 1954 was 21,800 below last year’s 
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peak. The April-May decline affected about 2,600 work- 
ers and a further decline is expected in the June figures. 

New orders received during May by Massachusetts 
producers of electrical equipment were 31 per cent 
lower than a year ago and showed a drop of seven per 
cent from the April volume. 

Activity in New England’s transportation equip- 
ment industry slackened during the first half of 1954 
after holding at a high level throughout 1953. Weakness 
developed in the industry during the second half of 
1953 at shipbuilding establishments and automobile as- 
sembly plants, but this was largely offset by a steady 
expansion in Connecticut aircraft plants. The down- 
turn in Connecticut did not set in until early 1954. By 
May, employment figures indicated that weakness had 
developed in what had been the strongest center of the 
aircraft industry, Hartford. In Massachusetts, the ail- 
ing shipbuilding industry suffered further cuts during 
May while insignificant changes occurred at automobile 
assembly plants. 

Activity in New England’s primary metals in- 
dustries continued to decline during the second quarter. 
In May, employment had fallen 12 per cent below a year 
ago. The three open-hearth steel furnaces in this area 
operated at an average rate of 54.8 per cent of capacity 
in the second quarter, compared with 62.5 per cent dur- 
ing the first quarter. Foundry business in the Boston 
area was reported to be very poor at the end of June. 
Impending July vacation shutdowns had a depressing 
effect on orders. One large establishment had laid off 
a sizable number of workers and had gone on a 3-day 
workweek. The brass and copper industry situation has 
been more favorable, with continuing strength in the 
copper market and increasing demand. 

New England instrument makers reduced opera- 
tion during the second quarter and at mid-May em- 
ployed 11 per cent fewer persons than a year ago. Cur- 
tailment in the clock and watch industry, due to a de- 
cline in new orders, has been greater than in other parts 
of the instrument group. 

Although the market for locally-produced lumber 
was not brisk during the second quarter, adverse pres- 
sure was insufficient to cause more than incidental price 
concessions. Producers continued to experience difficulty 
in disposing of the lower grades of both hardwoods and 
softwoods. After June 15, the softwood market showed 
definite signs of improvement. Some strengthening of 
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the hardwood market has also been noted in recent 
weeks, possibly due to somewhat more active buying 
by furniture manufacturers. 

Lumber sales have not kept pace with the booming 
construction program. Increased use of other types of 
building materials may explain this inconsistency. 

Retail furniture dealers in New England report 
second-quarter sales 15 per cent below sales during the 
like quarter of 1953. This lower sales level, combined 
with reduction of retail furniture inventories, has re- 
sulted in a slow market for manufacturers who have 
encountered some difficulty in maintaining 40-hour 
work schedules during the quarter. Manufacturers’ 
order backlogs are currently 50 per cent below those of 
six months ago. Results of the Chicago furniture show 
were only moderately satisfactory to the producrs. 


Vondurable Industries Improve 


Employment in the textile industry eased downward 
in April and May both in New England and in the 
nation, but the decline was no more than expected at 
that time of year. Some signs of strengthening appeared 
in May, especially in woolens and worsteds. Some cot- 
ton mills turning out apparel fabrics reported good 
volume, but sales of industrial fabrics continued to lag. 
Trade sources hope that inventory backlogs are pretty 
well reduced and call attention to announced price ad- 
vances on fall deliveries. The Associated Industries of 
Massachusetts noted a in textile 
orders in May. 

Settlement of labor-management disputes was 
reached and wage cuts were put into effect in a number 
of woolen and worsted mills during the quarter. This 
narrowed the differential between northern and south- 
ern operations and improved the competitive position 
of New England firms. The industry is hopeful that the 
current recession is about completed even though there 
were additional mill closings and liquidations during the 
quarter. One of the largest is the proposed transfer of 
operations of the Verney Corporation plant in Manches- 
ter, New Hampshire, to Georgia. The proposed merger 
of American Woolen Company and Bachmann-Ux- 
bridge Worsted Corporation and Textron, Inc., failed 
to materialize. 

Activity in New England garment plants began to 
quicken by the end of the second quarter as the in- 
dustry emerged from its usual post-Easter lull and pro- 
duction on fall and winter merchandise got under way. 
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Retailers, however, continued to follow a cautious 
ordering policy. Much of the pickup in manufacturing 
has been in anticipation of an improvement in orders. 
Toward the end of the period, increased demand for 
men’s, youths’ and boys’ clothing, coupled with con- 
tinued strong demand for cotton garments, proved a 
source of strength to the industry. 

During the second quarter New England shoe plants 
experienced the usual between-season lull in activity. 
As plans for style changeover were completed, some 
plants started to rebuild their staffs in late May and 
June. Production on fall and winter lines, however, 
will not get under way in volume until after July va- 
cation shutdowns. 

New England shoe production during the first five 
months of 1954 totaled 2.3 per cent less than in the 
comparable months of 1953. Nationally, production was 
off 8.3 per cent over the same period. Output during 
the first half of last year was at a near record high and 
resulted in the build-up of inventories. Manufacturers 
think that these stocks have now been worked off, and 
on the basis of early orders are optimistic that fall 
business will compare favorably with a year ago. Tan- 
ners supplying apparel leather have enjoyed especially 
good sales. 

Staffs of New England rubber plants continued to 
contract in the second quarter. Part of the curtailment 
in operations was seasonal, but a reduced volume of gov- 
ernment orders and inventory accumulations in some 
civilian lines have cut employment in the industry to 
the lowest level since the summer of 1950. 

After completing orders for Easter sales, the region’s 
jewelry plants trimmed their staffs seasonally during 
the second quarter. But the industry continued to 
operate at a good between-season pace. Inventories 
appear to be in good condition both at the retail and 
manufacturing levels. The response to the showing of 
fall lines of costume jewelry resulted in a satisfactory 
volume of early orders and encouraged many firms to 
start production of the new season’s lines earlier than 
in some years. Expansion of plant facilities is under way 
in a number of firms in the important Rhode Island 
segment of the industry. 

The rate of paper production during the second 
quarter remained at a high level, only slightly below 
that of a year ago. Production of printing, fine, coarse, 
tissue, and newsprint papers ran ahead of last year’s 
output. Paperboard production, on the other hand, 
dipped five to ten per cent below last year’s levels in 
response to lowered demand for shipping containers. 

Wood pulp supplies were ample during the quarter 
but a steady price level indicated that no substantial 
excess existed. Producers have announced third-quarter 
pulp prices unchanged from second-quarter levels. 
United States wood pulp prices are lower than world- 
market prices but Scandinavian producers have an- 
nounced their intention to meet domestic prices to 
hold their United States markets. 

The New England chemical industry has been very 
stable during the current recession with employment 
during May showing a drop of only about one per cent 
from the level of a year ago. Employment during May 
stood midway between the May 1953 high of 29,400 
and the December low of 28,700. 
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